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Pr;lr hppl  f c a n t  : 

Wc h i ~ v c  romp1 rt r d  o u r  c o n s l d r r n t  i o n  o f  y o u r  nppl  l . c n t f o n  f o r  ~ x c m p -  
I l n n  f rom F c d c r n l  Incomc f n r  u n d c r  s r c t f o n  5 0 1 ( c ) ( 3 )  o f  t l l ~  T n f r r n n l  
R c \ ' i ~ n l ~ ~  Cod(>. 

hcc-orctl n' t o  y o u r  Art i c l  c s  o f  I n r o r p o r a t l o n ,  you arc? err,-ni zcd cqxcl  u- 

c i \ . r l  :r f o r  c l i a r j  t i i h l c  8nd cdr lcn t . iona1  p t l r p o s r s .  Mort s p c c l  T i c a l 1  y ,  
)lour A r t i c l r s  s t a t e  t h i ~ r .  you n r c  o r y o n j  zlnrl c x c l  u s i v c l  y  f o r  t h c  p u r p o s i ?  
o f  promot i np, nnd c o n d u c t  l n p  n scl101nr::hj p  p?Econt. f o r  t h e  p u r p o s c  o f  
r n i s j n ? ,  f u n d s  t o  prov!dc s r h o l ~ r s h i p s  t o  f c m n l c  p a r t i c . i p i 7 n t s .  

Y O I I  arc. r! i r a n c l l l o e c l  I o c i ~ !  p r c l  lmf n a r y  p ~ g e n n t  t o  t h r  * * * * * * *** **** * * *  *** 
*******  nncl thc. **** ***** ** ******* . Tllr w i n n e r  o f  y o u r  pnpr-nnt wj 1 j 
compct c f o r  t h c  t i  t l c  o f  ***  * * * * *  ~  a ~ d  t h e  g i r l  c h o s c n  a s  * * *  * *  **** 
w i l l  compc.tc> f o r  t h e  t i t l r  o f  **** * * * * * *  .  Your p r i m n r y  a c t i v i t y  i ~ ;  
t h c  c , o n d u c t i n p  o f  y o ~ l r  l o c a l  ] ) a g e a n t  and n l l  t h e  v e r i o u s  o t h e r  c v e n t n  
s u r r o u n d j n p  t h e  F a g c a n t  i t s e l f .  I n  a d d i t i o n  t o  t h p  ~ c t u o l  p o g c a n t ,  
v , - r i o \ ~ s  s o c i a l  a f f a i r 6  inclu.!inp, n p a g r a n t . p r r v i r i w  p a r t y ,  b a n q i ~ e t s  and 
rl,?nces l i r e  h e l d .  Most o C  y o u r  r ~ c e i p t s  n r r  f rom t i ckcx t  s a l e s  t o  t h r  
pof l rnn t  s and  o t h r r  f u n c t i o n s ,  f r o m  t h e  s o l ! c j  t o t  i o n  o f  s p o n s o r s h i p s ,  
t ~ n d  f rom t h e  s a l r s  o f  ~ d v r r t i s l n g .  

Most o f  y o u r  f u n d s  h o v e  bccn  s p e n t  on p r o m o t j n g  nnd a d v c r t i s i n f  t h c  
p n g r a n t  and f o r  t h e  c x p e n s c s  s c t u n l l y  i n c u r r ~ d  i n  c o n d u c t i n e  and  operating 
t h c  paf icynt  and t l ~ c  r e l o t c d  f u n c t i o n s  a n d , c f f e i r s .  Based on t h e  f i n r i n c i n l  
d ~ t a  you h o v e  p r ~ v i d e d ,  r e v e n u e s  r e c e l v r d  i n  connection w l t h  y o u r  r e c e n t  
pappan t  amount  t o  $ * * * * *  .  Out 'of t h a t  nmount ,  a t o t a l  o f  $****  js d r s j g n -  ' . -  
n t r d  8 s  R c t . t ~ a l  s c h o l a r s h i p  awrlrds f o r  the benefit o f  t.hc w i n n e r  and t h r r c  
r u n n c r u p s  i n  t h e  s m o u n t s  o f  $* * * * ,  $** * * * ,  $***,  a 'nd  $*** r e s p e c t i v c !  y .  

. . d,i)yIv * 
,a 

S c h o l a r s h j p  s w a r d s  o r 0  t o  be u s e d  fni -  t u i t i o n ,  room, b o a r d ,  s u p p l i e s  and 
o t h e r  col  l c g e , .  e x p c n s e s  . [!SF o f  t h e  , s c h o l n r s h i p  must g c n e r n l  l y  hegin' . '  
w i t h i n  1 o f  t h e  d a t c  n f  t h e  ewerd.' A t  t h e - t e r m j n n t i o n  o f  a w i n n e r ' s  
f u l l  y e a r  o f  r e i g n ,  i f  she h a s  g r a d u a t e d  f r o m  c o l l e g e ,  t h e  b a l a n c e  o f  t h e  
s c h o l a r s h i p  owed h e r  w i l l  be p a i d  t o  hc't J n  c q s h .  
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According to  your frnuchice agreement vj th  the r t n t e  peg&ant, contaat-  
nntm mutit be h igh  ochool ~ t ~ d u n t c 0  betwecn t h ~  sgcr 17 and 26 and 
they nust  ponecaa tb lunt  , po i se ,  p ~ r r o n s l l  t y ,  intellfgrncc , cham and 
beauty o f  Pace end figure. 

Cont e e t r n r r  auot a n t c r  in to  r contrdctual sRratmcnt scf  pulrting t h n t ,  
f f  a e l c c t p d  a8 a winner, they will not endoree any products c m p e t i t j v e  
to  product^ s o l d  by tile nat ional  sponoors of t h e  **** **************   , 
they w i l l  not endorrc m y  praducts without the  approval of t h e  local  
p a g e e n t ,  t.hcy vill not cmpstc  in any other pegehnts ,  they a u ~ t  cmlpc.te 
i n  t h e  S t ~ t e  P o ~ c a n t ,  and they  mubt be nvnllnhlo to n p p c ~ t  a t  booked 
e v e P H m C n t e  Aorjng the parjod cf t1:alr r e i g n .  V i o l s t i o n  of the contract 
find r o n t . o ~ t  rule8 w i l l  r e s u l t  in  forfelturr o f  the scbolsrshfp award. 

~ ~ F C ~ ~ O I I  501 ( c )  ( 2 )  of the Code prw*idsr  cxearption f o r  1 

" C o r p o r ~ t i  on . .  .organi red n i ~ d  o p e r ~ t e d  rxrlurlvely f o r  re1 i g lo t to ,  
chhrJ t n b l c ,  . . .or  e d u c n t l o ~ ~ l  pnt:2eoe,. . .no ppr- t  of t f ~ t  nct. czsrrr- 
ins8 of wt~ l ch  inurea to the henafit  of any  pi ,a te  thnrrholder or 
1 n C j v j d w  1 . . . "  

Src t i o n  1 .,Wl ( c ) ( 3 ) - 1  ( c ) ( l )  of  t hc Tncomr. TRX E e ~ n I ~ t l . ~ n l  p r o v f d c ~  thnt.:  

"An orgar11 t a t  i on  Ki l l  he r c ~ e r d e d  as 'opernted rxcluaiotlgl for 
one or Dcrc exmapt ~ U H ~ O S C I  o n l y  IL' i t  Pnengtn p r f ~ ~ r l l ~  in ~ c t i v i t f e n  
uhfch e c c m p l i s h  one or more of ouch exempt purposae u y s c i f i r d  In 
eccclon SCl(c)(3)...' 

In - lti66 (r0tp18 S c h b l n r ~ h l p  Fun&, I n c .  v .  Comaioaioner - 72 T . C .  267 11979)  
the court he ld  :hat an o ' r ~ n r . i t a t i a n  ~ o o o  PrJsary a t t j ~ i t ~  wnm the con- 
ductinp of R s t a t e  pegrfint nrd  g i v l n ~  n c h o l ~ r s h ~ p s  t o  the  c o r , t c r t s n t s  d i d  
not q u a l i f y  f o r  exemption undur a s c t i o n  5Ol (c ) (3 )  of the Code. A 1 1  
conteatants, a r  a condition of  rtcclving a rcholorrhfb, were reqt~j red 
t o  o lqn a contract  thee  obligated tbm to  nbide by pagsanL ruieo i f  
selected a a  winnarr.  The court cancludod t t  ~t the rdouarte awarded uera 
not scholrtrhip ar such bacuubc thop wta awarded l a  conoidarntion of 
c a t r s c t u a l  ohlieations % 'Fhnc the  ~orgaoisai$aa Wc not fun t b r i n g  an 
~ d o c a t i o n s l  purpore and d i d  not qaalify for  excnptiw,. 

hvmue.  Ruling 68-20. 1968-1 C . B .  5 5 ,  deal@ with th* Fedbra1 income I 

tan treatment. of y q i c ~ . .  m u o t a  r.,co$ved & y ,  r',tupamr who i a r t i c j -  
pa t t t o  i n  rh&63nb :a' aqntrut.  "The "coht;est'~ia m..b~t iooal  'b@ruty;'contorr : , .  
and ?spaant c d ' k t a d  by m profAt l u k f a ~  ~ r p a , n i u ~ i m ' ; . :  Ihe co~itimt-. " .  , ' ,  

etnt r i n  the .natio,qS, !-p;itrar!iat are 2sce3.?oLsaerr, .,f rrou rbgykl 1QO. mjCjt9 
m ~ t r ~ p l o l i t r p  iremi: t b t  rrr aeiicted on:: tha k.6i.m bf .WCJrht, c h n ,  ' . ' , ) .,. , . 
a d  g r c a i q  '@pY.,l&.l, ri.ha.i' i q  rknl?.d ' tps~*1#n:r , ;~ckt tpct  . fia4ne;. ,4:y;1,::+,r 

: * ,, 

#, .-* , ,,? .+< 
her right& i u d  auriao h i:participmat, 'n tho u a d ~ l " c b a ~ , o a k  , , ; aa::;i ' 
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The vinncrr i s  antitled t o  r c c c l v e  n b y e a r  ' a c l . ~ o l h r s h i p '  to t h e  c o l l r p e  
of her choice.  Under the cirr.unnrtenccr, the 'echalershf p t  Sr c i m p c n r * t i o ~  
to  t h o  cor~tcs t  v lnrcr  f o r  p n r t i c i p ~ t i o n  In the c o n t e s t ,  f a r  psy ing  r 
Icadl ng role  Ln the t 8 1  ev jned pageant, am4 f o r  perfonr , i ,n~  rubsequmt 
a a r v l c e s  f o r ,  snd at the  direction of, the c b r p r s t j a n .  

Rev~nut. Ruling 64-182, 1964-1 C.R. Z R L ,  boldb t o  the e f f e c t  t h ~ t  nri 
orgonl  ? a t  Jon r n p ~ R l n p  i n  ~ c t i v l  t I r a  t h a t  b r a  not i n  t h e ~ s c - l . v ~ e  c b s r i t -  
a b l e  or educnt.lone1 my  till q u a l i f r  for extmptlon under srction SOl(c)(3) 
i f  I t  ! a  condvctlng M progrza o f  nnklnp, c h n r f t n b l e  g r c c t a  a r d  c o n t r i -  
b t~ t fonu  cotnmenrurntc vl t t i  1  t~ f jnnocinl  rerourcrs .  

U kc the o r g ~ n l  tnrion d c s c l  i bcC rbova ,  your rcf.ol.r~rohip nwclrde s t r  
g i v e n  cor~tirceent on c n n t a e t a ~ l t s  abfdiny by rrad caarplst j ng c e r t a i n  
con~rctcturf  o b l I g ~ r t i o n s .  Surh pr)mc.nta arca connidrrcd p r l z a a  or a w e r r ! ~  
p,ivan for  coapeting cnc! w f n n i n ~  a c o n t e r t .  The awnrdn o l e o  ~ ~ r v c  
rr  an Jnduci.ncr.!: t o  orLroct  a higlh q u a l i t y  of cont .estnnts ,  vhich mnbts 
for a more macceorful f o c c ?  . lotetc! and n a t t o n a l  p q e s n t .  

In  add i t i o n ,  rr*m i  I' P U C ~  p r i  r e f  car Ec cono1derr.k ncholorehlps t b ~  8rPolmta 
p a i d  out & 6  such on ly  mount t o  r m c  **  t o  * 1% o f  pour RrorR rccciptcl. 
Vc d o  nor b e l l o v e  d 1 u t . r t h u t i o ~ a  o f  t h ~ t  a ~ c t  tbo coancnourctz t c s t  
of Raveoue R u l i n g  64-162. 

.. 
. * 

i ~ c o r d l n s l y ,  we have dcccnnfned t h r t  you  do;.not qusllfy f a r  +xmpt . ion 
undar sac t ion  J O l ( c )  ( 3 )  o f  the Coda becrure:got~ nrc not o p e r a  tcd 
exclualvc. ly  f o r  educational or charitable:  putpaeft.  Rathat ,  your 

'pr im~rf  purpose f o  t,he operatt~n of a pugcent which d o e s  not further 
n cbnritrthle or r ; d u c s t l o ~ l  purpcre. 

I!? yon do not ogre@ with the@@ c o ~ c l u e l c n r ,  p u  m y ,  r f t h i n  M dayn 
f r a . t h a  date - . t h l a  l c t t c t ,  f i l o  i n  dclplicatc (E b r f a t  of t l ~ e  f c c t r ,  
Isv, and orgmrnt t h r t  c lcarl f  r a t s  forth your porlt ion.  If you 
desire an oteS d L # c ~ e l o n  of the imaoa, p l e ~ s a  fndAc&t~ t h i s  2 0  POW 

' 

. . 
If you do nbt f i l e  r. .protect wit)! t h i e  o f f i e 6  uf thln,Jd ihyr of the 
datp of t h i r  r a p r t  or l e t ter ,  t h i s  prap~~d, ,dot .m$art i .on,  cvill'bakcmr 

" 

. . .' i.. .. . . ;. 
I f '  hu dol idt '  erota.8 p r ~ p ~ t d  d r t e n i n ~ t l b n  ' in  a h&lg unndr , ' 
i t ,  lPbf l bb eoasideted $y ' thlb htot~l:~.~anie\4"8a~$de ar',a,,f.'ilyrr t o  , % 

axtimunt hG$f l t b l e  ridsinis t r d t i v e  &ki;diirr. Joc!:f 7126(8)(29 ' o f .  the '.. . 
. Zntrtn.1 lln* Cod4 prcyidttr i n  puts.. $hat,,: a ~ : * d $ e l a r a t k l : b j ~ @ ~ i t  ' 

. ,: . ' .. . ' I  

, o r  dick<ej&d&t't'him r r c t i i n  #half. no6 be f i o u c d  i n  i ay  . g r o e o ~ % 4 ~ ~  2, * 

' >  . 

unlrro th;i, T k  Cout?,,.tha k a r t  of Claibr, Sr'tb D i / t ~ i c t  Coutr of 
th@ hitd Stater ht t h e  M s t r i ~ t  ,ef ' ~ o l a * b i r , ' ~ r t e ~ l o e o  that ttra 
orgaaiza t i o n ~ ~ ~ n v o l v c & ,  kai., exbur t nd rd0 f i~ ie&?&t ' i~ ,6~pa( rd le i  !>,& #. ..rria@bG . , .% .,, i.:" , . -a,.h..? I. 
to:,$t d t h i f i  .,the fni;&mrl $eo&d&" m i c i ,  '' , '(':q#;,+.': '', :' 
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If  t . i l l ~  Autrrninbtlon 1r)rtc.t  b e c o w ~  o f i n a l  &etrrn ir .a t ior ,  we v l l l  
nctjfy the n p ~ r b p r ! n t ~  P t n t e  C f f i c l ~ l r ,  a 8  rtqulrcd by r@ctfon b l O l ( c )  
of  t h e  Coda, t h a t  bxred an the i n f o m a t i a n  w r  hnvr, we sre unrblr t o  
rccop,ni ns you A S  ~n organ4 ~ t i m  of tbm tfpa dcrcrjbed In Code e a c t . i o n  
30: ( i ) ( ? } *  

I l  you r p r t c  v t t h  thcre  conc3urfons or do nor w l r h  t o  f f l c  s ~ r r l t t c n  
p r o r ~ e t ,  p f s n s r  rjpn and return Fom 6010 .In tbc ~ncloocci  r c l f - a d d r ~ e n - d  
- s ~ v ~ l  npc. E R  c,c.on c r  p 0 6 3 i h j  o .  

I f  ynca ' , : # * I (  q r ly  f t l r t b ~ r  ~ U C R ~  lone,  yo11 m1.9  t c n t n r r  rhc pcrran wY.oar 
nssrc , a d t r e a e  end phone number c t c  @hob77 rrr t l , c  h r . ~ I n n l n g  o f  this 
! > t  t * . t .  

. . 
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